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Final Examination 
FEDERAL TAXATION 
(Business h06 ) June 1, 1960 
1. The Internal Revenue Code classifies receip ts and expenses of individual 
income t~ayers as follovJ"~ : (a) exclusions from gross income (b) inclusions 
in gro~s lncome (c) deductlons from gross income (d) deductions from adjusted 
gross lncome. 
(a).Li~t three.ita~lskfor each category indicative of the types that fit ; 
and (b) lndlcate brlefly uhe reason underlying this classification (that is 
why is a receipt i tem exc~uded rather than included in gross income; lfhy is' an 
item deducted from gross lncome rather than adjusted gross income, etc.) 
2. Income may be received by many classes of ta~)ayers, such as, minors, adults 
(single, married, under and over 65), estates of decedents, trusts, partnerships, 
associations, and corporations. For each class , indicate (a) the income level 
filing requirement (b) the form of return to be used and (c) the time of filing. 
3. Nany sources of income and deductions in the hands of imilividual income tax-
payers are subject to some specialized provisions peculiar to such source, __ 
as for example -- l-Jhen one thinks of dividend income, immediately he recalls the 
fact that it is subject to the ':p50 exclusion and the L,.% credit; or, when one 
thinks of charitable contributions, he also thinks of the 20% and 30% limita-
tion. Please indicate the items that occur to you in respect to the f ollOlring 
income and deduction sources : 
(a) Interest on Federal Government bonds issued in 1938. 
(b) Interest on corporate bonds containing a tax-free covenant 
(c) Interest on taxable corporate bonds bought at a premium 
(d) Profit made on the sale of a personal reSidence 
(e) Interest on a Belgian cOlTIflany bonds on lfhich tax has been paid to the 
Belgium government. 
(f) Profit on t he sale of breeding stocle 
(g) Taxable interest and dividends received by a person over 65 years of 
age who has no other income 
(h) Regulated investment comp any capital gain dividends 
(i) Net loss from the sale of capital assets 
(j) Salary earned by an employee 
(k) Profits earned by a self-employed person (1) Annuity payments 
(m) Ali.lJlony 
(n) Profit from sale of stocks and bonds 
(0) Medical expenses 
(p) Salary earned outside the United states 
4. Generally the Code requires all income to be accounted for in the tax year 
in ~1hich it lfas earned or accrued. In many instances this bunching of income 
results in unduly hi gh taxes in some years and too,litt~e in. others •. Accord-
ingly, a nuraber of so-called averaging provisions. nave, oeen lnc~uded In.t~e 
Code. Indicate briefly all the situations to WhlCh tne spreadlng provlslons 
have been made applicable. (The details as to hm-J the spread actually Horks 
is not called for in this question) 
5. Indicate briefly the nature of the methods of depreciationavailable to 
ta."qlayers • 
6. In what type of si t uation is t h e LIFO method 0 :(' valuing inventory preferable 
to FIFO, and why? 
7. During the tax year 1959, t h e A B Partnership had income as follows : ~et 
profit from operations , ~)50,000.00; dividends f rom",domestic corporations , ~)l,OOO; 
profit from the sale of long term capital assets , ~500; loss f rom the sale ~f . 
short term cauital assets, $600 ; profit from the sale of sec. 1231 assets , .:p2000, 
and interest ~n tax exempt bonds, $100. 
Partners A and B shared equally in all income a~d losses . 
drew during 1959, as a part of his ~hare of the earTIlngs, cash 
living expenses and made no other 'lrlJ.. thdrawals. 
Partner A with-
of $15, 000 f or 
uartner ~ received domestic corporation 
As an individual , and not as a ~ 1 f ' t 6 k held Tor less than 6 months , 
dividends of .:'j)300; prof it from the sa e .... ,o s oc -
$200; and, savings account interest of .. plOO. 
. or los s t h an that shown above , what Assuming that A had no other l ncome 
is his adjusted gross income for 1959 ? 
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8. Individual A purc::hased a parcel of real estate in 1956 for $30,000, which 
he sold in 1958 for ~~50,000 payable $30,000 d01m and the balance, represented 
by five serial~ non-interest bearin~ notes payable over a period of five years 
thereafter at ~L~ooo a year. The real estate vIaS a capital asset in A's hands. 
The five serial notes had a fair market value of 60% of their face value on the 
date of the sale. 
(a) vfuat part of the profits, if any, could be deferred beyond 1958? 
(b) Assuming that the first note of $4000 1'laS paid in 1959 'tvhat amount, if 
any, is taxable to A in 1959? Should it be treated as ordinary income 
or ca}ital ~ain? 
(c) Assum.ing that the four remaining notes i'lere sold in 1960 for $12,000, 
what amount is taxable in 1960 as a result of the sale of notes? 
Should it be treated as ordinary income or capital gain? 
9. As of January 1, 1959, a cOr:9oration has ,~:)5000 in post-19l3 earnings and 
profits available for dividends. During 1959 it had receipts as follows: 
gross profit from operations, $20,000; dividends on stock of domestic cor-
porations, $1,000; tax exempt interest on ,State Bonds , $500; or a total of 
$21,500. It had allowable deductions of $11,500., v.rhich were the same for book 
purposes. 
On December 31, 1959, it made a cash distribution of $12,000 to each of its 
two shareholders A and C, or a total cash distribution of ~~24 , 000. 
A owned one-half of the total number of shares and C the other half. A lfas 
an original stocldlolder and paid f:,300 for his stock. C came in later by buying 
his stock from B, another original owner, for ':)6000. 
Please show the effect of this distribution from an income tax standpoint 
on A and C separately, by showing (1) how much of the distribution i~ income to 
each (2) what kind of income it is, and (3) the basis of the stock l.n the hands 
of e~ch A and C after the distribution. 
10. In your study of Federal Income Taxation, 1-That, if anything, has occurred 
to you about the system as being in the greates t need of improvement? 
